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26 November 2015 
IFRS Foundation 
30 Cannon Street 
London  
EC4M 6XH 
United Kingdom 
 
 
 
Re: Conceptual Framework for Financial Reporting 
 
Dear Sirs,  
 
BlackRock, Inc. (“BlackRock”) is a global investment manager, overseeing $4.5 trillion of 
assets under management as of 30 September 2015. BlackRock and its subsidiaries 
manage investment portfolios, including registered investment companies, hedge funds, 
private equity funds, exchange-traded funds and collective investment trusts, in addition to 
separate accounts.  
 
BlackRock appreciates the opportunity to provide comments to the International 
Accounting Standards Board (the “Board” or “IASB”) on the above referenced exposure 
draft (“ED”). BlackRock supports the Board’s efforts to improve financial reporting by 
providing a more complete, clearer and updated set of concepts that can be used by the 
IASB in developing International Financial Reporting Standards (“IFRSs”) and to help 
preparers and users understand and apply those standards. A well-formulated and robust 
Conceptual Framework that clearly articulates fundamental concepts is an essential 
underpinning for global accounting standards. 
 
Whilst we welcome the review of the Conceptual Framework and agree with many of the 
proposals included in the ED we would comment as follows, with further detail included in 
the Appendix to this letter. We have responded to the questions we consider relevant to 
ourselves as a corporate entity and as an investor. Please do not hesitate to contact any of 
the undersigned with any questions. 
 
Stewardship 
We welcome the proposal to give more prominence to stewardship as an objective of 
financial reporting. However, we believe it would be more effective to provide a definition 
of ‘stewardship’ that includes an emphasis on long-term considerations, and the 
completeness, transparency and reliability of financial information as they are key 
characteristics of stewardship. Further, we have reservations as to how this objective will 
be interpreted in practice in the absence of clarity surrounding this definition, and how the 
IASB considers this objective to be met by preparers. 
 
Prudence 
We support the proposed re-introduction of prudence as this enhances the credibility of 
financial statements. Financial statements are valuable to investors if they faithfully 
represent the activities and results of the entity’s operations. Our view is that the concept 
of neutrality as outlined in the ED is appropriate and compatible with prudence and should 
help limit any potential management bias.  Prudence as defined in the ED requires a 
degree of caution to be exercised when making judgements under conditions of 
uncertainty, but does not, for example, support the recognition of assets or liabilities that 
do not exist (termed ‘cautious prudence’ in BC2.9-10). Put simply, this requires 
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management to err on the side of caution when dealing with uncertainty, whilst not 
creating a scenario which may enable management to understate profits in order to create 
hidden reserves that could be released to smooth profits in an economic downturn. 
Consequently this should result in more relevant information for investors to enable them 
to make better informed decisions as to whether or not they choose to buy, hold or sell 
their investment in the entity.   
 
However, in cases of uncertainty we believe it preferable to require more certainty before 
recognising income than is required before recognising expenses. The Basis for 
Conclusions defines this as ‘asymmetric prudence’ and BC2.14 makes it clear that treating 
gains and losses asymmetrically could be appropriate if their selection is intended to result 
in relevant information that faithfully represents what it purports to represent. However, the 
IASB explains that they do not consider asymmetric prudence to be a necessary 
characteristic of useful financial information. We disagree that only applying asymmetric 
prudence in some cases should result in a rejection of the term and its relegation into the 
Basis for Conclusions. We consider it unsatisfactory that such a fundamental feature of 
financial reporting is only reflected in the Basis for Conclusions and encourage the IASB to 
acknowledge in the Conceptual Framework that asymmetric prudence will sometimes be 
appropriate when setting standards. We believe that asymmetric prudence, correctly 
understood, is also consistent with neutrality as defined in the ED.   
 
Incorporating prudence (both cautious and asymmetric) within the Conceptual Framework 
reinforces its importance as a fundamental characteristic of good financial reporting and 
supports its inclusion within many existing standards, both those recently issued and those 
that have been in existence for many years. For example, IAS 37 Provisions, Contingent 
Liabilities and Contingent Assets which requires liabilities to be recognised when 
‘probable’ but assets only when they are ‘reasonably certain’ – is a clear example of 
asymmetric prudence. 
 
Present obligation 
We support the Board’s proposal to provide additional support for preparers in determining 
whether or not they have a present obligation as there is currently diversity in practice in 
this area. However, we believe more consideration should be given to the notion of 
economic compulsion, as the proposal in paragraph 4.32 currently states: 
 
 ‘An entity has no practical ability to avoid a transfer if, for example, the transfer is legally 
enforceable, or any action necessary to avoid the transfer would cause significant 
business disruption or would have economic consequences significantly more adverse 

than the transfer itself. It is not sufficient that the management of the entity intends to 
make the transfer or that the transfer is probable.’ 
 
Requiring the economic consequences to be ‘significantly more adverse than the transfer 
itself’ implies a high recognition hurdle which could result in liabilities not being recognized 
in a timely manner and consequently financial statements not reflecting the economic 
reality of these situations.  
 
Other comprehensive income 
BlackRock welcomes the IASB considering what items should be reflected in other 
comprehensive income. However, the proposals are too narrowly focused. This is an area 
that would benefit from a broader discussion and more clearly articulated principles 

                                                        
 emphasis added 



 

 
 
 

3 
 

explaining the purpose of other comprehensive income. From this conceptual foundation a 
framework should be built based on clear principles regarding what types of items of 
income and expense should be reported there. In the absence of a clear definition or 
conceptual basis, changes in net assets that do not represent business activity or result in 
cash flows, can be reported in profit and loss and make it more difficult for investors to 
assess how management has performed. Investors want to understand what return 
management has generated from its operations and the resources allocated to it and some 
spend significant time adjusting the profit and loss figures as reported, to arrive at what 
they consider a more representative earnings figure.  

 
Accordingly, the profit and loss account should focus on the returns generated by the 
entity’s business model with other comprehensive income restricted to items such as the 
revaluation gains or losses associated with assets that are either not part of the entity’s 
business model, or where the entity’s business model is one of long-term investments, 
where current value measurements are not necessarily representative of performance.  
This move to increase the linkage between accounting presentation and an entity’s 
business model is consistent with recent standards issued by the IASB and the business 
activities proposal in the ED, and therefore appears consistent with the IASB’s most 
developed thinking in this area. BlackRock believes closer alignment between an entity’s 
business model and financial reporting will enable shareholders to hold management 
accountable for the execution of its business strategy and ultimately the creation of 
shareholder value. 
 
We agree with the rebuttable presumption that items of income or expenses included in 
other comprehensive income in one period will be reclassified into the statement of profit 
or loss in some future period (recycled), if doing so will enhance the relevance of the 
information included in the statement of profit or loss for that future period. For example 
there are instances where financial assets are held at current value with unrealized gains 
and losses recognized in other comprehensive income. Upon disposal we would support 
recycling these gains or losses to profit and loss as this will have resulted in cash inflows 
or outflows and not reflecting this in profit and loss impairs the usefulness of the financial 
information, especially considering the profit and loss statement is a primary source of 
information for investors. We note that this is inconsistent with the requirement in IFRS 9 
Financial Instruments, for equity securities carried at fair value through other 
comprehensive income because IFRS 9 does not allow for reclassification of amounts into 
profit or loss, and would urge the Board to reconsider this area in IFRS 9 in the light of this 
proposed update to the Conceptual Framework.  
 
 
Yours sincerely,  
 
 
 
 
 
 
Michael Boorman  Colin McDonald   Helen Jewell 
Managing Director,  Director,   Director,  
Accounting Policy  Accounting Policy   Fundamental Active Equities  
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Appendix – Responses to the Board’s Questions for Respondents 
 

Question 1 - Proposed changes to Chapters 1 and 2 

Do you support the proposals: 

(a) to give more prominence, within the objective of financial reporting, to the importance 
of providing information needed to assess management’s stewardship of the entity’s 
resources; 
 
(b) to reintroduce an explicit reference to the notion of prudence (described as caution 
when making judgements under conditions of uncertainty) and to state that prudence is 
important in achieving neutrality; 
 
(c) to state explicitly that a faithful representation represents the substance of an economic 
phenomenon instead of merely representing its legal form; 
 
(d) to clarify that measurement uncertainty is one factor that can make financial 
information less relevant, and that there is a trade-off between the level of measurement 
uncertainty and other factors that make information relevant; and 
 
(e) to continue to identify relevance and faithful representation as the two fundamental 
qualitative characteristics of useful financial information? 
 
Why or why not? 

 
 (a) We support the IASB’s proposal to give more prominence within the objective of 
financial reporting, to the importance of providing information needed to assess 
management’s stewardship of the entity’s resources. This is a welcome response to 
feedback received on the Conceptual Framework Discussion Paper (the “DP”) issued in 
July 2013. Financial statements are published after the period to which they relate and 
therefore are confirmatory. Accordingly, their value to investors is in part in assessing 
management’s stewardship of the entity’s resources. This assessment of management’s 
performance helps form a basis for important dialogue between the investor and 
management and consequently can have a positive effect on management behaviour. 
However, we have reservations as to how this objective will be interpreted in practice in 
the absence of clarity surrounding this definition, and how the IASB considers this 
objective to be best met by preparers. Accordingly, we believe it would be more effective 
to provide a definition of ‘stewardship’ that includes an emphasis on long-term 
considerations, and the completeness, transparency and reliability of financial information 
as they are key characteristics of stewardship.  
 
(b) We welcome the proposed re-introduction of prudence as this enhances the credibility 
of financial statements. As explained above financial statements are valuable to investors 
if they faithfully represent the activities and results of the entity’s operations. Our view is 
that the concept of neutrality1  as outlined in the ED is appropriate and compatible with 

                                                        
1
 Neutrality is supported by the exercise of prudence. Prudence is the exercise of caution when 

making judgements under conditions of uncertainty. The exercise of prudence means that assets 
and income are not overstated and liabilities and expenses are not understated. Equally, the 
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prudence and should help limit any potential management bias.  Prudence as defined in 
the ED requires a degree of caution to be exercised when making judgements under 
conditions of uncertainty, but does not, for example, permit the recognition of assets or 
liabilities that do not exist (termed ‘cautious prudence’ in BC2.9-10). Put simply, this 
requires management to err on the side of caution when dealing with uncertainty, whilst 
not permitting management to understate profits in order to create hidden reserves that 
could be released to smooth profits in an economic downturn. Consequently this should 
result in more relevant information for investors to enable them to make better informed 
decisions as to whether or not they choose to buy, hold or sell their investment in the 
entity.   
 
However, in cases of uncertainty we believe it preferable to require more certainty before 
recognising income than is required before recognising expenses. The Basis for 
Conclusions defines this as ‘asymmetric prudence’ and BC2.14 makes it clear that treating 
gains and losses asymmetrically could be appropriate if their selection is intended to result 
in relevant information that faithfully represents what it purports to represent. However, the 
IASB explains that they do not consider asymmetric prudence to be a necessary 
characteristic of useful financial information. We disagree that only applying asymmetric 
prudence in some cases should result in a rejection of the term and its relegation into the 
Basis for Conclusions. We consider it unsatisfactory that such a fundamental feature of 
financial reporting is only reflected in the Basis for Conclusions and encourage the IASB to 
acknowledge in the Conceptual Framework that asymmetric prudence will sometimes be 
appropriate when setting standards.  
 
We believe that asymmetric prudence, correctly understood, is also consistent with 
neutrality as defined the ED. As explained in our response to question 1 (a), financial 
statements’ value lies in providing information to its users, the credibility and 
understandability of which is enhanced by adherence to established conventions and 
practices which are generally codified in accounting standards. The conventional nature of 
financial statements needs to be understood, as they are not intended to capture the 
economic value of the entity or its true economic profit. For example, revenue is 
recognised over time, but losses are recognised immediately if a contract is onerous, and 
assets are carried at historical cost less depreciation and impairment, with no uplift to 
current market value.  Although these are departures from ‘economic reality’, they are not 
attempts to mislead or influence users’ reaction to the information, but rather the result of 
applying well founded accounting conventions without bias. Thus the financial statements 
are neutral, not biased and are prepared in accordance with accounting principles and 
accounting standards. Further, as the term ‘neutrality’ is described in the Conceptual 
Framework as ‘without bias’ which is not its natural meaning, we would suggest replacing 
it with ‘unbiased’ as this would likely avoid any confusion in reconciling asymmetric 
prudence with neutrality. 
 
Lastly, incorporating prudence (both cautious and asymmetric) within the Conceptual 
Framework reinforces its importance as a fundamental characteristic of good financial 
reporting and supports its inclusion within many existing standards. Prudence is 
embedded in both newly issued standards such as IFRS 15 Revenue from Contracts with 
Customers, which allows variable consideration to be recognised only if it is highly 
probable that it will not be subject to significant reversal, and those standards that have 

                                                                                                                                                                         
exercise of prudence does not allow for the understatement of assets and income or the 
overstatement of liabilities and expenses, because such mis-statements can lead to the 
overstatement of income or the understatement of expenses in future periods. 
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been in existence for many years, for example IAS 37 Provisions, Contingent Liabilities 
and Contingent Assets which requires liabilities to be recognised when ‘probable’ but 
assets only when they are ‘reasonably certain’ – which is a clear example of asymmetric 
prudence. 
(c) We support the inclusion of the statement that faithful representation represents the 
substance of an economic phenomenon instead of merely representing its legal form as 
we consider this an essential qualitative characteristic of financial statements. We view 
inclusion of this statement as a reasonable response to concerns that replacing ‘reliability’ 
as a qualitative characteristic with ‘faithful representation’ resulted in the existing definition 
no longer encompassing all of the elements that were previously included within reliability, 
including ‘substance over form’ and ‘prudence’.  
 
 

Question 3 – Definitions of elements 

Do you agree with the proposed definitions of elements (excluding issues relating to the 
distinction between liabilities and equity): 
 

(a) an asset, and the related definition of an economic resource; 
(b) a liability; 
(c) equity; 
(d) income; and 
(e) expenses? 
 
Why or why not? If you disagree with the proposed definitions, what alternative 
definitions do you suggest and why? 

 
We have concerns with the proposal to remove the requirement for an ‘expected inflow or 
outflow of resources’ as a criteria for recognizing an asset or liability under the Conceptual 
Framework. Whilst we acknowledge the concerns about varied interpretations of the term 
‘expected’ and the notion of a threshold level of probability, we believe that lowering the 
recognition hurdle could result in the proliferation of reported items which could add to the 
clutter within financial statements, impairing their understandability. For example, in 
situations that are not addressed by existing standards the Conceptual Framework is 
looked to in order to provide guidance, and therefore this proposal could result in the 
recognition of assets and liabilities that would not be recognized under the existing 
framework.  We would question the appropriateness, for example, of recognising all 
intangible assets acquired in a business combination, particularly, where measurement is 
difficult, or if liabilities should be recognised for all claims that are highly unlikely to result in 
a payment. Questioning the reporting of such items is, of course, consistent with our views 
on prudence as detailed in our response to question 1 (b) above. 
 
 

Question 4 – Present obligation 

Do you agree with the proposed description of a present obligation and the proposed 
guidance to support that description? Why or why not? 

 
We support the Board’s proposal to provide additional support for preparers in determining 
whether or not they have a present obligation as there is currently diversity in practice in 
this area. However, we believe more consideration should be given to the notion of 
economic compulsion, as the proposal in paragraph 4.32 currently states: 
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 ‘An entity has no practical ability to avoid a transfer if, for example, the transfer is legally 
enforceable, or any action necessary to avoid the transfer would cause significant 
business disruption or would have economic consequences significantly more adverse 

than the transfer itself. It is not sufficient that the management of the entity intends to 
make the transfer or that the transfer is probable.’ 
 
Requiring the economic consequences to be ‘significantly more adverse than the transfer 
itself’ implies a high recognition hurdle which could result in liabilities not being recognized 
in a timely manner and consequently financial statements not reflecting the economic 
reality of these situations. We disagree with respondents to the DP who stated that they 
thought this represented a move to a ‘valuation of the business’ approach to financial 
reporting as recognizing liabilities under this methodology would result in also recognizing 
associated assets relating to future events. In our view this should not be the case as an 
integral part of the definition of a present obligation is that it relates to ‘past events; in other 
words, the entity has received the economic benefits, or conducted its activities, that 
establish the extent of its obligation.’ [CF Para 4.31] 
 
We also consider that a liability should be recognised if a transfer is probable.  
 
 

Question 8 - Measurement bases 
 
Has the IASB: 

(a) correctly identified the measurement bases that should be described in the 
Conceptual Framework? If not, which measurement bases would you include and 
why? 

(b) properly described the information provided by each of the measurement bases, 
and their advantages and disadvantages? If not, how would you describe the 
information provided by each measurement basis, and its advantages and 
disadvantages? 

 
We support the mixed attribute model as a single measurement model is unlikely to 
accurately reflect an entity’s business model and therefore does not always provide the 
most decision-useful information for investors.  
 
We noted an apparent discrepancy in the definition of fulfilment value as a present value 
measurement basis, because there are instances where discounting is currently not 
permitted for fulfilment value liabilities such as deferred tax. Accordingly, to avoid 
confusion in its application this definition should be updated, or this point clarified.  
 
 

Question 11 - Objective and scope of financial statements and communication 
 
Do you have any comments on the discussion of the objective and scope of financial 
statements, and on the use of presentation and disclosure as communication tools? 

 
We support having disclosure principles embedded in the Conceptual Framework, and 
believe the fundamental principle should be the relevance of the information to users of the 
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financial statements. Crucially, any disclosure should be clear, concise, balanced and 
understandable. A key concern amongst users of financial statements is the inclusion of 
too much irrelevant information in financial reports. This situation is particularly acute in 
public company annual reports due to concerns over the potential consequences of 
omitting disclosure on the grounds of materiality. In our view, including additional guidance 
on the application of materiality to disclosures will help change behavior in this area and 
help ‘cutting clutter’ in financial reports so investors do not have to work through immaterial 
items in order to arrive at information that is relevant to them. Accordingly, we believe that 
the Conceptual Framework should make an explicit reference to the disclosure of 
immaterial information as a key contributor to clutter in annual reports. We would suggest 
inclusion of the following wording, which is in line with paragraph 7.46(c) of the DP:  
‘When immaterial information is given in the financial statements, the resulting clutter can 
impair the understandability of material information. In such circumstances, the immaterial 
information will need to be excluded.’ 
 
This would also appear consistent with the IASB’s thinking that resulted in some of the 
recent amendments made to IAS 1 Presentation of Financial Statements as part of the 
IASB’s Disclosure Initiative. This explicit guidance should be supplemented by separate 
educational material that encourages preparers and auditors to apply professional 
judgement and a less prescriptive ‘checklist’ approach to materiality. We also understand 
that the IASB has several initiatives underway considering the issue of presentation and 
disclosure. It is important that these initiatives are developed with due consideration as to 
the updates being considered to the Conceptual Framework so that they are consistent 
with the principles of the revised framework. 
 
We also support the proposal to exclude forward-looking information that does not provide 
information about existing conditions. This information is typically included elsewhere in 
the annual report, for example management commentary and the requirements for such 
information are generally set by the regulator in the jurisdiction where the company is 
registered. 
 
 

Question 13 - Reporting items of income or expenses in other comprehensive 
Income 
 
Do you agree with the proposals on the use of other comprehensive income? Do you 
think that they provide useful guidance to the IASB for future decisions about the use of 
other comprehensive income? Why or why not? 

 
BlackRock welcomes the IASB considering what items should be reflected in other 
comprehensive income. However, the proposals are too narrowly focused. This is an area 
that would benefit from a broader discussion and more clearly articulated principles 
explaining the purpose of other comprehensive income. From this conceptual foundation a 
framework should be built based on clear principles regarding what types of items of 
income and expense should be reported there. In the absence of a clear definition or 
conceptual basis, changes in net assets that do not represent business activity, or result in 
cash flows, can be reported in profit and loss and make it more difficult for investors to 
assess how management has performed. Investors want to understand what return 
management has generated from its operations and the resources allocated to it and some 
spend significant time adjusting the profit and loss figures as reported, to arrive at what 
they consider a more representative earnings figure.  
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Accordingly, the profit and loss account should focus on the returns generated by the 
entity’s business model with other comprehensive income restricted to items such as the 
revaluation gains or losses associated with assets that are either not part of the entity’s 
business model, or where the entity’s business model is one of long-term investments, 
where current value measurements are not necessarily representative of performance.  
This move to increase the linkage between accounting presentation and an entity’s 
business model is consistent with recent standards issued by the IASB and the business 
activities proposal in the ED (see question 16 below) and therefore appears consistent 
with the IASB’s most developed thinking in this area. BlackRock believes closer alignment 
between an entity’s business model and financial reporting will enable shareholders to 
hold management accountable for the execution of its business strategy and ultimately the 
creation of shareholder value. 
 
 

Question 14 - Recycling 
 
Do you agree that the Conceptual Framework should include the rebuttable presumption 
described above? Why or why not? 

If you disagree, what do you propose instead and why? 

 
We agree with the rebuttable presumption that items of income or expenses included in 
other comprehensive income in one period will be reclassified into the statement of profit 
or loss in some future period (recycled), if doing so will enhance the relevance of the 
information included in the statement of profit or loss for that future period. For example 
there are instances where financial assets are held at current value with unrealized gains 
and losses recognized in other comprehensive income. Upon disposal we would support 
recycling these gains or losses to profit and loss as this will have resulted in cash inflows 
or outflows and not reflecting this in profit and loss impairs the usefulness of the financial 
information, especially considering the profit and loss statement is a primary source of 
information for investors. We note that this is inconsistent with the requirement in IFRS 9 
for equity securities carried at fair value through other comprehensive income because 
IFRS 9 does not allow for reclassification of amounts into profit or loss, and would urge the 
Board to reconsider this area in IFRS 9 in the light of this proposed update to the 
Conceptual Framework.  
 
 

Question 16 - Business activities 
 
Do you agree with the proposed approach to business activities? Why or why not? 

 
BlackRock support the IASB’s proposal to include guidance on how an entity’s business 
activities may affect its financial statements. We concur that financial statements can be 
made more relevant if the IASB considers, when developing or revising particular 
standards, how an entity conducts its business activities. The concept of a business model 
has influenced the guidance in several standards including, most recently IFRS 7, IFRS 8, 
IFRS 9, IFRS 10 and the forthcoming IFRS on insurance contracts. The business model 
has been employed as a guiding point as to what is relevant for users of financial 
statements and therefore it is important that it is embedded within the Conceptual 
Framework so that it can continue to be considered by the IASB when determining the 
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appropriate recognition, measurement  and presentation of transactions when developing 
future IFRSs.  
 
However, as detailed in our response to question 13 the linkage between the guidance on 
business activities in the Conceptual Framework and an item’s presentation, in particular 
whether it is recognized in profit and loss or other comprehensive income would benefit 
from being made more explicit. 
 
 

Question 17 - Long-term investment 
 
Do you agree with the IASB’s conclusions on long-term investment? Why or why not? 

 
We support the IASB’s efforts in response to feedback from numerous interested parties to 
consider how to most appropriately reflect assets and liabilities that are held within a long-
term investment business model. As explained in our responses to questions 13 and 16 
we believe that financial statements are most useful when they reflect an entity’s business 
model. Accordingly, we welcome the proposal in BCIN.37 that one factor to be considered 
when selecting a measurement basis for an asset or a liability is how the asset or the 
liability contributes to future cash flows, which depends, in part, on the nature of the 
business activities being conducted. It also explains that this factor would also be 
considered in determining whether income and expenses should be included in other 
comprehensive income or profit and loss. 
 
Whilst we support the rationale as outlined in the Basis for Conclusion, which draws from 
proposals in the ED, we believe that it would be beneficial to further develop many of the 
themes around long-term investment that are outlined in BCIN.36-38, such as the use of 
other comprehensive income to capture changes in the carrying amount of such 
investments (or liabilities). Failure to do so represents a missed opportunity to respond in a 
timely fashion to concerns from users and preparers regarding developing an appropriate 
conceptual basis to reflect this type of business model. 
 
 
Finally, we agree with the IASB that there is no reason to believe the information needs of 
potential investors (as opposed to existing investors) or long-term investors (as opposed to 
short-term investors) are not addressed by the Conceptual Framework. 
 
 

Question 18 - Other comments 
 
Do you have comments on any other aspect of the Exposure Draft? Please indicate the 
specific paragraphs or group of paragraphs to which your comments relate (if applicable). 
 
As previously noted, the IASB is not requesting comments on all parts of Chapters 1 and 
2, on how to distinguish liabilities from equity claims (see Chapter 4) or on Chapter 8. 

 
The question of excluding information in a set of accounts where the cost of providing that 
information outweighs the benefits of providing that information is mentioned in a number 
of areas within the Conceptual Framework. It would be sensible to clarify that such an 
exclusion should not apply to material or significant information. 


